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The  Honorable  Thomas  L.  Judge 

Governor 

State  of  Montana 

Helena,  Montana  59601 

Re:  ANNUAL  REPORT 


In  accordance  with  the  requirements  of  Section  82-4002,  R.C.M.,  1947, 
enclosed  is  the  report  of  the  State  Auditor  for  the  fiscal  year  end- 
ing June  30,  1974. 


MAJOR  ACCOMPLISHMENT  SUMMARY  (as  detailed  in  report) 
Fiscal  Management  and  Control 

1.  Eliminated  individual  daily  account  and  fund 
balance  posting. 

Effect 

Approximately  two  (2)  man  hours  per  day  are 
being  saved. 

2.  Several  significant  Central  Payroll  System 
problems  were  identified.  The  System  is 
being  modified  to  correct  the  problems. 

3.  All  user  agencies  are  now  on  the  biweekly  pay 
period. 

Insurance  Program 

1.  Determined  that  the  annual  National  Council  on 
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Compensation  Insurance  rate  filing  was  in  error. 

Effect 

An  estimated  $350,000  in  premium  overpayments 
were,  or  will  be,  returned  to  employers. 

2.  Adopted  the  Life  and  Health  Insurance  Guaranty 
Association  Act. 

Effect 

Additional  protection  for  policyholders. 

3.  Established  an  active  field  examination  program. 

Effect 

Field  examination  coverage  in  areas  not  previously 
examined. 

4.  Implemented  a  new  complaint  handling  system. 

Effect 

Efficiency  and  effectiveness  can  now  be  measured 
more  readily. 

Investment  Program 

Investigation  by  program  staff  has  caused  numerous  dubious 
offers  and  sales  of  securities  in  Montana  to  be  halted. 


Respectfully  submitted, 


E.  V.  "SONNY"  0MH0LT, 
STATE  AUDITOR  &  EX  OFFICIO 
COMMISSIONER  OF  INSURANCE 

EV0:jd 
Enc. 
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AGENCY  ORGANIZATION 


THE  HONORABLE  E.  V.  "SONNY"  OMHOLT 


Roy  L.  Phelps 
Josophie  A.  Isaak 
Elizabeth  B.  Hallowell 
Kathleen  M.  Behm 
Harry  A.  Maschera 
Richard  G.  Tucker 


State  Auditor  and  Ex  Officio 

Commissioner  of  Insurance 

Investment  Commissioner 

Director  -  Central  Payroll 

Member   -  State  Canvas  Board 
State  Land  Board 
State  Law  Library  Board 

Chief  Deputy  State  Auditor 

Chief  Fiscal  Officer 

Executive  Secretary,  Centralized  Services 

Administrator,  Central  Payroll 

Chief  Deputy  Insurance  Commissioner 

Chief  Deputy  Investment  Commissioner 


Principal  Offices 

State  Capitol  Building  (Room  229) 

State  Auditor 
Commissioner  of  Insurance 
Investment  Commissioner 


Sam  W.  Mitchell  Building  (Room  18) 
Central  Payroll 


Administrative  Changes 


The  following  positions  were  created  and  filled  subsequent  to 
the  1973  Annual  Report: 


Staff  Attorney 
Division  Co-ordinator 
Chief  Examiner 
Assistant  Chief  Examiner  - 
Chief  Field  Examiner 


Louis  Forsell 
Josephine  M.  Driscoll 
Terrence  J.  Meagher,  C.P.A, 
Joyce  A.  Richardson 
Edward  L.  McKnight 


In  addition  to  the  above  key  positions  the  Department  created  and 
filled  one  (1)  secretarial  and  two  (2)  clerical  positions  to  provide  ad- 
ministrative support. 


LEGAL  REFERENCES 


Montana  Constitution,  1972 

Article  VI,  Sections  1-4. 

Article  X,  Section    4. 


The  State  Auditor  shall  have  such 
duties  as  provided  by  law. 

Provides  that  the  State  Auditor  shall 
be  a  member  of  the  Board  of  Land  Com- 
missioners. 


Revised  Codes  of  Montana,  1947 

Section  15-2001 
(Blue  Sky  Laws) 

Section  16-2426 


Section  23-1814 

Section  25-507.1.-10 
Section  25-601 

Section  40-2701 
Section  11-1919 


The  administration  of  the  provisions  of 
the  Securities  Act  of  Montana. 

The  Montana  State  Auditor  reports  all 
state  funds,  as  reconciled  with  the  State 
Treasurer  each  month. 

The  State  Auditor  is  a  member  of  the  State 
Election  Canvas  Board. 

State  Central  Payroll  System. 

Salaries  of  certain  county  officials  must 
be  certified  to  the  office  of  State  Audi- 
tor. 

The  State  Auditor  shall  be  ex-officio 
Commissioner  of  Insurance. 

Collection  and  distribution  of  insurance 
company  premium  taxes. 


Recent  Legislation  Sponsored 
Chapter  58,  Title 

Senate  Bill  No.  560 


Montana  Life  and  Health  Insurance  Guaranty 
Association  Act. 

An  Act  repealing  Section  40-3908,  R.C.M., 
1947,  eliminating  the  maximum  limits  for. 
which  an  individual  may  be  insured  under 
group  life  insurance  policies. 


MAJOR  RESPONSIBILITIES 


Fiscal  Management  and  Control 

This  program  has  the  responsibility  of  providing  for  and 
performing  the  several  statutory  fiscal  duties  as  detailed 
in  Section  79-101,  R.C.M.,  1947. 


Centralized  Services 

It  is  the  major  responsibility  of  the  Centralized  Services 
program  to  provide  payroll,  personnel,  reception,  research 
and  related  administrative  support  services  to  all  programs 
in  the  State  Auditor's  Office. 

With  more  sophisticated  systems  being  introduced  period- 
ically by  the  Department  of  Administration,  it  has  become 
increasingly  apparent  that  an  administrative  support  pro- 
gram is  needed  to  keep  abreast  of  innovations  in  state 
government. 


Insurance  Regulation  and  Licensing 

It  is  the  responsibility  of  the  Commissioner  of  Insurance 
to  protect  the  insurance  buying  public  by  maintaining  fair- 
ness in  insurance  transactions,  solidity  of  insurers  and 
adequacy  of  insurance  markets  through  the  administration 
of  the  Insurance  Codes  of  the  State  of  Montana. 


Investment  Regulation  and  Licensing 

The  Investment  program  administers  the  provisions  of  the 
Securities  Act  of  Montana.  The  Act  provides  for  the  re- 
gistration of  securities  which  are  offered  for  sale  in 
Montana  and  also  provides  for  the  registration  of  securi- 
ties salesmen,  broker-dealers  and  investment  advisors. 


MAJOR  ACCOMPLISHMENTS 


Fiscal  Management  and  Control 

Eliminated  daily  posting  to  individual  accounts  and  funds  of 
cash  in  treasury  transactions. 

The  approximate  two  hours  saved,  per  day,  are  used  to  check 
more  closely  on  cash  in  treasury  documents  processed  through 
SBAS  and  maintain  a  daily  reconciliation  record.  This  daily 
reconciliation  was  not  previously  performed. 


Centralized  Services 


Continued  service  of  requests  made  by  Montana  citizens  to  the 
office  of  the  State  Auditor. 

Public  awareness  of  governmental  functions  has  resulted  in  an 
increased  number  of  inquiries  to  the  office  of  the  State  Audi- 
tor, regarding  all  facets  of  state  government. 


Insurance  Regulation  and  Licensing 

1.  Periodically  the  National  Council  on  Compensation  Insur- 
ance submits  rate  filings.  These  filings  set  the  work- 
men's compensation  premium  rates  to  be  used  by  the  private 
carriers  in  this  State  and  are  based  on  standard  rate  mak- 
ing procedures,  subject  to  the  approval  of  the  Commissioner 
of  Insurance  in  this  State. 

This  year's  filing  proposed  a  significant  overall  increase 
in  premium  rates.  After  making  a  preliminary  analysis,  we 
questioned  the  validity  of  the  increase.  Through  the  ser- 
vices of  a  local  actuarial  firm  it  was  discovered  that  an 
error  had  been  made,  not  only  in  this  filing,  but  in  a  prior 
period  filing.  An  estimated  $350,000  of  premiums  paid  be- 
tween September  15,  1973  and  March  22,  1974  is  being  returned 
to  employers. 

2.  The  1974  session  of  the  state  Legislature  adopted  the  Life 
and  Health  Insurance  Guaranty  Association  Act. 

It  is  the  purpose  of  this  Act  to  protect  policy  owners,  in- 
sureds, beneficiaries,  annuitants,  payees  and  assignees  of 
life  and  health  insurance  policies,  annuity  contracts,  and 


supplemental  contracts,  subject  to  certain  limitations, 
against  failure  in  the  performance  of  contractual  obli- 
gations due  to  the  impairment  of  the  insurer  issuing 
such  policies  or  contracts. 

3.  We  have  established  an  active  "in  state"  field  examina- 
tion program.  This  program  provides  coverage  not  prev- 
iously available.  Examples  of  such  would  include  insur- 
ance agency  (selective)  audits,  periodic  examination  of 
insurance  vending  machines,  special  examination  of  credit 
life  insurers  and  agents,  and  field  follow-up  associated 
with  the  new  complaint  handling  system. 

4.  In  June  of  1974,  this  office  implemented  a  new  complaint 
handling  system  which  enables  this  Agency  to  measure  the 
efficiency  and  effectiveness  of  the  system.  The  new 
system  utilizes  numerical  case  assignment,  filing,  cross 
indexing  and  diary  recall. 


Investment  Regulation  and  Licensing 

Investigations  by  this  Department,  as  well  as  the  exchange  of 
information  with  the  Securities  Commissioners  of  other  states 
and  the  United  States  Securities  and  Exchange  Commission,  have 
caused  numerous  dubious  offers  and  sales  of  securities  in 
Montana  to  be  halted.  It  is  also  well  to  mention  that  the 
Department's  liason  with  other  states  and  the  United  States 
Securities  and  Exchange  Commission  has  also  resulted  in  severly 
curtailing  or  stopping  these  same  sales  and  offers  of  securities 
in  other  states  as  well. 


PROGRAM  COST  SUMMARY 


FY  72/73 

* 

Expenditures 

Management 
&  Control 

103,791. 

152,833. 

549. 

257,173. 

Administrative 
Support 

Insurance 

109,359. 
33,352. 
-0- 

Investment 

Personal  Services 

Operations 

Equipment 

56,228. 
300. 
-0- 

30,055. 
2,822. 
-0- 

Total 

56,528. 

142,711. 

32,877. 

Source  of  Funding 

General  Fund        161,525 
**Federal  &  Private    20,674 
Revenue  Fund  (E.E.A. ) 
Revolving  Fund       79,974 
(Central  Pay)      


Total 


257,173 


56,528, 
-0- 

-0- 


56,528, 


142,711 
-0- 

-0- 


142,711 


32,877 
-0- 

-0- 


32,877 


FY  73/74 

Expenditures 

i 

Personal  Services 

Operations 

Equipment 

110,255. 

215,904. 
6,000. 

332,159. 

61,940. 

15,553. 

490. 

77,983. 

129,458. 
100,771 
16,134. 

***246,363. 

30,135. 

10,609. 

-0- 

Total 

40,744. 

Source  of  Funding 


General  Fund 

268,122. 

77,983 

Revolving  Fund 

64,037. 

-0- 

(Central  Pay) 

Earmarked  Revenue 

-0- 

-0- 

Fund 

Total 


332,159 


77,983 


239,481.     40,744, 
-0-        -0- 


6,882 


246,363, 


-0- 


40,744, 


*  The  central  payroll  function  is  included  in  the  Fiscal  Management  &  Control 
Program.  A  separate  program  has  been  created  for  FY  75  and  future  periods. 
**  These  federal  "Emergency  Employment  Act"  funds  were  available  and  used  dur- 
ing this  fiscal  year  only. 
***  The  Insurance  Program  received  a  supplemental  appropriation  at  mid-year. 
The  department  expended  $73,479  of  the  $76,879  available. 


PROGRAM  ANALYSIS 

Management  and  Control  Program 
Goals 

1.  To  maintain  fund  and  account  transactions  and  balances 
for  all  state  agencies  as  required  by  statute. 

2.  To  keep  an  account  of  all  warrants  drawn  upon  the  Treasurer 
and  such  other  account  records  that  are  determined  necessary. 

3.  To  efficiently  and  effectively  operate  and  maintain  the 
Central  Payroll  System. 

Objectives 

1.  To  assure  that  all  transactions  are  accounted  for  and  are 
reflected  in  the  account  and  fund  balances. 

2.  To  assure  that  all  warrants  drawn  upon  the  Treasurer  are 
accounted  for  and  properly  controlled  both  prior  to  and 
subsequent  to  issuance. 

3.  To  modify  the  payroll  system  to  more  adequately  meet  the 
needs  of  agency  payrolls.  This  would  include: 

(a)  The  ability  to  handle  unemployment  contributions. 

(b)  Reducing  the  volume  of  paper  consumed  in  the  printout 
process. 

(c)  Programming  on  a  "job  stream"  basis  which  would 
eliminate  the  possibility  of  computor  error. 
(No  need  for  operator  intervention.) 

Evaluation 

1.  During  the  process  of  maintaining  fund  and  account  trans- 
actions and  balances  we  caught  many  transaction  errors 
and  provided  the  necessary  input  to  those  agencies  res- 
ponsible to  reconcile  and  correct  the  errors. 

2.  Several  specific  central  payroll  system  problems  were 
identified  for  which  a  system  modification  has  been  under- 
taken to  correct  these  problems. 

3.  All  monthly  payrolls  on  the  system  have  been  converted  to 
the  biweekly  payroll  period. 


PROGRAM  ANALYSIS 
Centralized  Services 


Goals 


The  centralized  services  program  has  as  its  goal  con- 
tinued administration  of  state  government  directives 
and  the  availability  of  technical  and  general  informa- 
tion regarding  these  matters. 


Objectives 


The  objectives  remain  to  furnish  administrative  support, 
such  as  payrolls  and  accounting,  for  the  programs  under 
the  Montana  State  Auditor's  jurisdiction  and  act  as  the 
liason  for  the  State  Auditor  and  the  public  for  the  best 
interests  of  the  State  of  Montana. 

The  primary  objective  is  to  provide  administrative  sup- 
port to  the  functional  programs  in  the  State  Auditor's 
office.  Such  services  would  include  payroll,  personnel, 
and  reception. 


PROGRAM  ANALYSIS 

Insurance  Regulation  and  Licensing 
Goals 

1.  To  regulate  the  insurance  industry  in  such  a  manner 
as  to  provide  maximum  protection  for  Montana  con- 
sumers of  insurance  products. 

2.  To  determine,  collect  and  distribute  all  insurance 
fees  and  taxes. 

Objectives 

1.  To  assure  the  continued  solvency  of  each  authorized 
insurance  company  to  faithfully  discharge  its  obli- 
gations to  claimants  and  policyholders. 

2.  To  ascertain  that  insurance  rates  are  not  inadequate, 
excessive,  or  unfairly  discriminatory. 

3.  To  regulate  the  business  in  such  a  way  as  to  encourage 
companies  to  make  essential  insurance  protection  read- 
ily available  to  the  public. 

4.  To  assure  the  collection  of  all  fees  and  taxes  as  im- 
posed by  law  and  to  account  adequately  for  their  ulti- 
mate disposition. 

Evaluation 

1.  We  determined  that  several  companies  are  not  measuring 
up  to  certain  profitability  and  solvency  tests.  Re- 
medial actions  are  under  way. 

2.  The  rate  filing  of  the  National  Council  on  Compensation 
Insurance  was  successfully  challenged  with  a  consequent 
reduction  in  rates. 

3.  A  number  of  specialty  companies  were  authorized  in  this 
State  to  provide  coverage  which  was  previously  available 
through  surplus  line  companies  only.  Because  surplus 

line  companies  are  not  required  (as  are  specialty  companies) 
to  file  annual  reports  or  pay  premium  taxes,  filing  and 
renewal  fees,  they  cannot  be  regulated  easily,  if  at  all. 

4.  Insurance  related  license  fees  and  tax  revenues  increased 
approximately  7.5%  over  the  prior  fiscal  year. 


PROGRAM  ANALYSIS 


Investment  Regulation  and  Licensing 

Goal 

It  is  the  goal  of  the  Investment  Commissioner  to  provide 
maximum  protection  of  investors  in  securities  against 
the  imposition  of  nefarious  and  unsubstantial  schemes 
and  securities  based  upon  them. 

Objectives 

1.  To  develop  a  fraud  task  force  program  and  make 
application  for  available  federal  grants  to  fund 
such  a  program. 

2.  To  adopt  uniform  application  for  licensing  pro- 
cedures for  securities  salesmen  and  broker-dealers. 

3.  To  adopt  uniform  testing  practices  and  procedures 
for  securities  salesmen  and  provide  for  such  in 
the  Revised  Codes  of  Montana. 

4.  To  establish  a  closer  liason  between  securities 
administrators  of  other  states  and  the  United 
States  Securities  and  Exchange  Commission. 

Evaluation 

Securities  of  204  companies  were  initially  registered  in 
this  State  during  the  year.  This  program  also  registered 
135  broker-dealers  and  14  investment  advisors. 

Total  program  revenues  were  $106,905.00. 


